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ear Applkmnt:

P We have considsred your- apphmﬁon for recogmbon of exampﬁonfrom federal income tax
. iunder section 501(a) of the Intemnal Revenus Code as an ofganization described in section. -7, .

L L501(c)(3) Based on.the mformabon subymitted, we have concluded that you do not qualify for -~ =
L .exempbon under that section. The basis for our c:onduslon s sat ‘forth below )

!nformaﬂon prese. ited d!sdoses that you. were mcorporated OﬁP -
‘The. Third ‘your Cerfificate’of - .

] ,Incorporahon states, among: other; things, that the purposes: for which you were forrned.are to . .-
' ireceive and distribute donations to aid, assist, further and advance the work of varjous Christian- L

. iand charitable. orgamzahons To further your purposes; you represent that you receive used .
- "automobues donated by the general public, You state that advertisements are plac:ed in Iowl

newspapers soliciting donatlons of automoblles to your orgamzabon
w b

t
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I
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i Youarangeto have these automoblles towed and repalred and ultnmately aﬁer being -
i appralsed these’ autornobtles are:sold to any willing:-buyer. The proceeds. of the sales, less
: expenses for towing and regairs; ‘are donated to Christian and. charitable organizations. You:
1. state that you arrange to. have these automobiles towed by’ mdependent towing companies-and
': trepairs are made to-the automabiles by: mechanics-not in any way relatad to your organization, -
: 'You'lease.a lat to store the autamobiles béfare they are sold and mdlwte that all act:vrtles are -

' rdone atcost and are otherwise at am's-ength.

. is your President/Administrator. You lease the ﬁrst floor of the i lenceof. . .7
R s your office where sales and: other related activities are conducted. isalso -~
Lo loon'lpensaxted for.his sales and other acﬁvrb&e and you have other paid employees. Your sole
L 'souree of financial support is proceeds received from the sale of donated automobiles, after -
.payment of towing, repairs and other expenses No other fundra;sers have been nmplemented

' lt::r ars planned for the futuna
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Secton 501 (c)(fi) of the Intemal Revenue Code (the Codey: prowdes for the exempbom‘rum-. .

‘i' )federal ineome tax of orgamzahons orgamzed and operated exclusively for religious, charitable, . - .

o iscientific or. educational purposes, prowded no part of the omammaﬁgn syt eamings inuresto . -1
. ti?‘e beneﬂt of any; prrvate shareholder of individual. s LT

¥ lmust beboth organized.and. operated exclusively for one or more exempt purposes. . Under .

: ‘lsectlon 1.501 (c)(3)—1(d)(1 )(L)(b) of the regula’uons an exempt purpose includes a charitable

 Ipurpose.

'5 : Secﬂon 1 501(0)(3)-1{d)(2) of the: regulabonsérowdes that the- 'cerm “charitable” is used in : '

¥ ;Code section 501 (€)(3) in Its°generally accepted legal sense and is, therefore, not to be

fconstrued as limited by the. separate enumeration in sectton 501(c)(3) of other tax-axempt

:purposes ‘Which may fall within the broad. outlines of "chant\r' as. developed by 1udnaal deczssons. _ ' o

l Such tarm lndudes relief: of the:poor and: distressed.

las “operatad ‘axcjusively™ for ane or more exempt purposes only if it engages-primarily in -

- ;acches whict. accomplish one or more of such exempt purposes specified in section 501(c)(3)'-'

SR
s
RS opara’ucn and maintenance of a purchasmg agency for the benefit of its otherwise unrelated,

" | members who are exeimpt as charitzible organizations. The ruling held that the crganizahon did -

i frulln

;Qf the: dee An orgamzahon will not. be 80 regarded if mora than an insubstantial p%rt cf its -
gac:trwﬁes in.not in ﬁ:rtheranca of ar eAempt purpos\, 2 : :ﬁz:,',:lx" gt o

B & V. United Stafes, 326.U.8. 279, 283 ;

: ln Better Busingss Bureau of Washm ton
[exempt]

Rev Rul 54—~305 1954—2 C B: 127, mvoived an orgamzahon whose primary purpose.is’

not qualify under section:101(6) of the Code (the predecessor td section 501(c)(3)) because its

- jactivities consisted primarily .of the purchasing of supplies and tHe performance of other related

&servic&c The ruhng further stated that such activities in- theinselves cannot be termed
(chantable, but are ordinary buslness activities. ‘ . i Ll

S,
- E;' Rev.'Rul. 72-369, 1972-3 G.B: 245, deals with an orgamzaﬁon formed to provide - - - .
; managerdenkmgconsulhng services at cost to unrelated exempt organizations. This revenue

that providing’ management and consulting services on a regular basis jata fegisa
itrade:or busmess that is ordinarily carried on for profit. The fact that the services in this case.

o -!were provided atcost and solely for exempt.organizations was not sufficient ta characterize thlS o
actlwty as chantable w1thin the meanlng of section 501(c (3) of the Code. ) L RN

i

- Section 1.501(cJ(3)-4(a)(1) of the Income Tax. Regulatxons (the regulations) provides that m‘
lorder:for an orgamzatxon to be exempt as.one ‘described In section 501(c)(3) of the Code, it - -

'.: 1(1945), the Court stated:that "the presenee of a single .. [nonexempt] purpose if. substantxal in .
Inature, will destroy the exemptnon regardless of the number or mportance cf truly .

. purposes

e Séction 1.501(E)(EH1(cX1) of the regiations provides hat an orgarnization will be. f“ga’ded"'.:f‘i’-‘i"-

I Rev Rul. 69-528,.1968-2 C.B. 127, describes an orgamzatton formed to provide mvestment" e
- i ldervices on-a fee basxs orily to organizations, exempt under section 501(c)3) of the Code. The o
R ;orgamzat}on mvested funds recsived fmm participating. tax—exempt orgamzatxons The service™ "' 7 -




: {organxzatxon was free from the control of the parﬂc:patmg onganlzat»ons and had absolute and
;_ xuncontrolled discretion over investment pélicies. The revenue ruling held that the service .
-orgamzatron did not qualrfy under section 501(c)(3) of the Code-and stated. that providing -

i ;mvestment sarvices on a regular basns for afeeis a trade or busmess ordinarily wmed on for .

roﬁt

jooIn Rev Rul. 77-3, 1977 1C B 1 40 a’ nonproﬁt orgamzatlon that provndes rental housnng
! land related services.atcost.to a city for its use as free temporary housing for families whose

‘e thomes. have been d&sfmyed by ﬁre was: found not to be a d‘\amab!e organxzatlon exempt undér

sechon 501(0)(3) of the Code

‘ if.f. L:vmq Faith, Inc. v. Commlssnonar.i 950 F.2d 365 (7"‘ Cir. 1991) mvolves an- cmamzabon

_ -f' | busmess .enterprise.: Therefore, ihe orgamzation did not quaury ror recognmon of exernpﬁon
i ;under secﬂon 501(c)(3) of the Code e _ .

ithat operated restaurants and health food stores with the intention of fur’thenng the rellglous

 fwork of the Seventh-Day, Adventist Churchias a health ministry. However, the Seventh Circuit .~

held that these activities were pnmanfy carried on'for the purpose of conducting a comrrwc:al

Fedesabon Phammaey Services, Inc. v. Commnssaoner 72T.C. (1979) affd, 625 E. 2d 804

. (8‘" Cir. {98! .1980) held that while. selling prescriptions pharmaceuticals promotes health, _
o phamacxes mnnot quaixfy for reoagmﬁon of exempﬂon under sectlon 501{c)3) of the Code on -

o
1

. [that besis alone.” . JRNRLE ‘ R

. InChristian Stewardship. Assistance Ine. v. Commissioner; 70 T.C. 1037 (1978) a
rionprofit corporation that assisted: chafitable erganizations, in their fund—ralsmg activities by

R oommercxally available serwces to wealthy individuals free of charge

and operated for the primary purpose of carrying on an unrelated trade or business is not
s.exempt. under section 501(c)(3) of the Code . . .

l
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Section 513(a) of the Code- deﬁn% the term unrelated trade or busmess as any trade or

: :l.busxneﬁs the conduct of which is not substantially related (aside from the-need of the.

! orgammnon for income or funds or the use it makes of the profits derived) to the exercise or

- performance by such organlzatlon of the purposeof ﬁmctlon constm:tmg the basxs for its -

i exemptnon

Section 1.513-1{a) of the regulatsons defines unreiated trade or business taxable income”,

carried on by it, less direcly connécted deductions and subject to certain modifications.

i income from trade or business; (2) such trade or business is regulany carried on by the -

i proyxding financial. plannzng advics oo chasitable giving and tax planning to wealthy individuals .
" f was held.not to qualify for exemption-uhder saction 501(c)(3)-of the Code becauseifstax ~ °
planmng services were a substanifial nopexempt activity enabhng the ‘corpoeation {o pmvrde .' R ‘

Sechon 1. 501(c)(3)-1 (e)(1) of the regu!auons states that an orgam._at:on which Is ongamzed ‘

ph ‘o mean gross income derived by an organization from any. unrelated trade or business regu(arty ;

:‘ | Therefore, gross income from an exempt organization subject to the tax lmposed by section 514 - .: R
. | of the Code is includible:in the; computation of unrelated business taxablé income if: (1) itis © . ...




. 'prgamzadon and (3) the donduct of such trade or business !s not substannally related (other
A »’than through the produchon of funds) to’ the orgamzation s pen‘onnance of its exempt funchons
: : Section 1.513-1(b).of the reguiatxons states that the phrase “trade or busmess includes -
oo nactJvmes carried on for the. production of inceme which posses the.characteristics of trade or
e ;.busmess within the meaning of 'sectich 162 of the Code. Section 1. 513-1(c) of the regulations,
o .Eeﬂplalns that. “requiarly carried on” has réference to the frequency and continuity with which the
o ="tacthes productive of: the mcome :are oonducted and the manner in wﬁich they ars pursued :
: i Sechon 1.513-1 (d)(1) of the regulaﬁons states that the presenoe of the substantially related' L
i requ:rement necessitates an’ exammaﬂon df the relationship between the business actm’ues L
o '}Whld'l geperate the particular income.in quéstion—the activities, that is; &fproducing or ~ - .
‘dxstnbuﬁﬁg the goods or pecforming the senvices mvoived——and the aecomphshment of the ' L
i Eorgamzaﬁons exempt puxpcses ) o _ . . e
S Section 1.5134{d)2):0f the regulations states that a trade or business is related to exempt -
" “i:ipurposes only wiiers the conduct of the business activity has a causat relationship to the - FRR
ol [achlevement of,art exempt purpose, andiis substanba!ly related- for purposes of section 513," it
. |canty if the causal refationship € a subefanhal ane.. Thus; for the conduct of & trade or busznees *‘-‘._‘f Vet
| ifrom wh:ch & paricular: amount of gross incarme is-decived fobal substantially refated ta ., - 0
...t purposes. for whicty emmphan Is granted, the production ordigtribution of the goods orthe . .
: ?':x pen‘ornanoe of the servicés: from whtc.h ﬁ'ec r:'rcx s incoms lc denved must contribute mporian"fy o

iy '; L H’e the aecomplisbrment of thcse purpos«.s B S

il -3‘ Sectlon 1. 51 ’\(d}(é) aof e regu borfs siates that gross income deﬂved from chargea for ST

D , . the promot:on of: erempt ‘unc‘ions do-as nct c:zncmufe gsovs Income from the conduct of :
- .unrelated tradeor business )

. !.
.} ! Wh:le you represent thazt YOoRIF purpr:cses are to receive end distribute donations to and

j? j« asslst, further and advance fve work of varicus Christian and c;hantabie organizations, the
ce show that you are engaged in the nonexempt. actxvzty of solicifing, repairing and semng used
!l cars in'a'manner that is :ndistxngu:shab!e from the activities of an ordinary commercial .

- enterprise See Living Faith, Inc.’'v. Commissioner, supra; Federation Pharmacy. Senvices:lnc. . . .
% Fv Commxssmner supra; and Chnstsan Steﬂardsmg Assnsfanoe Ing. v. Commzss:oner supra ' . :
N operate out of the héme of your Pr&s:dent/Adrmmshator ~where other...
" .. i for-profit business activitie appear to bé conducted. Your operations are similar to a used car’
i ' Iot The fact that profits froim the sale ofithe automobiles will be given to exempt organizatioris "
- '| does:not distinguish the sales’ themseives from similar, salee of-an ordmary commercial ;>

R R S T R o e S e T R i e oo

2 A g

t : enterpnse L | . - S . S
i Aocordmgly yau do'not quaiify for exemptlon as an orgamzabon described in section o o
i ; 501(c)(3) of the Code: and you mustfﬂefedefal income tax. retums .

. Contnbuhons to you are not deducﬁble under section- 170 of the Code
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G Yourhave the right to:protest. thts ruhng if you beheve lt is incorract. To protest, you should
i submlt a statement of | your views to this affice, with a full- axplanation of yaur reasonlng Thzs
Istatement signed by one'of your officers, ‘must be: submitted within 30 days from the date of this ~ -
. jletter, You also have a nght to-a .conference in this office after your statement is submitted. L
PYou must request the conferance, if you: want one, when you file your pratest statement: If you
are to be mpresented by someone. who is not-one of. your. officers, that parson will need to file a i
.proper pawer of attormney and otherwxse quam‘y under Oour: Conference and ‘Practices - .

;Requlremenfs

; " If you do not protest this ruiing in a t:mely manner, it wrlf be oons:dered by the lntemal
i |Revenue Service as a failure to exhaust available admlrustratrve remedies;: Section 7428(b)(2)

4 fof the Code provides, in- part, that a dec:{aratory judgement ordecree .under this section shall not
}be issued-in-any proceeding unless the Tax Court, fhe Unitéd States Court:of Federal Claims;. oF: ;-
fthe. District Court;of the United States for the District of Columbia determines that the _ .

+ lorganization involved has exhausted aammzstrahve ranedres avaxtabfe to it within the Intemal

Revenue Servica.

s lfwe da not hear fmm you wﬁhm 30 days, this rulung will become final.and a- copy will be _
| iforwarded;to, th axExempt and.Govemment Eniities (T E/GE) office. Thereafter; any- -4
' ,questxoas abcut your federa! income tax, status should be directad to that office, either by calfing |
X 5877482%500 (a tolt fnaemumber) or sendmg corespandence to: internal Revenue Servics,
!TEIGE Custamer Service, P.0. Box: 2808, Cincinnat, OH 45201. The appropiiate State
CxTi c:als will be noirﬁed of hhzs act:on i accordance w:th Code sac.ﬁon G1G4(c) :

Wheh sentixng additionat latters tous wth revpe*t to th!s case. you wAilt uxpedzte thexr
recezpt by using the foﬂowtng address:- i

" Internal: R,evenue‘Sem,ce

F
BB
F

mk
o
E TE/GE (T:EQ:RAIT:1)
i

1111 Constitution Ave, NV, Lt
'-i': Washmgton D.C. 20224 S e

o b If you ‘have any questons please, qontac:t the person whose name and telephone number .
are shown in the headxng ‘of this letter. . Savgiite | .
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